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This book is designed to provide information that the
authors believe to be accurate on the subject matter it
covers, but it is sold with the understanding that neither
the authors nor the publisher is offering individualized
advice tailored to any specific portfolio or to any
individual's particular needs or rendering investment
advice or other professional services such as legal, tax, or
accounting advice. A competent professional’'s services
should be sought if one needs expert assistance in areas
that include investment, legal, tax, and accounting advice.
This publication references performance data collected
over many time periods. Past results do not guarantee
future performance.

Additionally, performance data, in addition to laws and
regulations, change over time, which could change the
status of the information in this book, and do not reflect the
deduction of management fees or other expenses. This
book solely provides historical data to discuss and illustrate
the underlying principles. Additionally, this book is not
intended to serve as the basis for any financial decision; as
a recommendation of a specific investment advisor; or as
an offer to sell or purchase any security. Only a prospectus
may be used to offer to sell or purchase securities, and a
prospectus must be read and considered carefully before
investing or spending money.

No warranty is made with respect to the accuracy or
completeness of the information contained herein, and both
the author and the publisher specifically disclaim any
responsibility for any liability, loss, or risk, personal or
otherwise, which is incurred as a consequence, directly or
indirectly, of the use and application of any of the contents
of this book. All examples used throughout this book are for
illustrative purposes only.



Preface

Over my career as a wealth manager, I have met thousands
of individuals searching for a better way of investing. I
noticed early on that most of the clients coming on board
with my firm were terminating a prior advisor. It became
clear to me that these clients weren't getting what they had
hoped from their former advisors. While at times the issues
were related to communication, relationships, and the like,
sometimes the change was because the client wasn't
getting the returns they had hoped, or their former advisor
had blown up their portfolio. Mistakes had been made
along the way.

Many investors don't enjoy investing, don't have the time
for it, or don't feel they are particularly good at it. This type
of investor searches for an advisor to alleviate the burden—
to show them the way. Unfortunately, many if not most
advisors make the same mistakes individuals often make.
This is the tragedy of the financial services industry. As I
have watched fortunes made, lost, and sometimes rebuilt
again, I have observed the main problems that led to the
deterioration of wealth. The conclusion is quite simple: In
most cases, if an investor has greatly underperformed from
an investment perspective, it is not because of the markets,
but because of their own, or their advisor's own, mistakes.
All of us, at times, are susceptible to at least one of these
mistakes. Many of the greatest investors of all time
acknowledge they have made them or are aware of them
and actively put up mental roadblocks to prevent
themselves from making them. For years, I have spoken
about these mistakes, and this book will cover how to avoid
these pitfalls and show a clear path toward achieving
investment success.
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INTRODUCTION
The Market Wants to Be Your Friend

Risk comes from not knowing what you are doing.

—Warren Buffett

You might be wondering why this book appears to be
flipping you the bird right out of the box (see Figure 1.1).1
Well, that's the market for you. We often hear about the
market averaging around 10 percent over long periods of
time. That's true. It just doesn't do it in a nice, linear,
stress-free way. It's all over the place. Let's check out the
graph in Figure 1.2 with the returns by year.



FIGURE 1.1



So, yes, it is true the market has averaged about a 10
percent return over the long run. However, most investors
never get anywhere near that return out of their stock
investments. The reason is that the market return varies. A
lot. All the time. To be a successful investor, you need to get
comfortable with this concept to avoid the mistakes all
investors make or are tempted to make, whether it's
market timing, actively trading stocks, falling prey to
misleading performance data, behavioral mistakes, or not
having a solid, disciplined plan.

So, what keeps investors from earning the market return?
Quite simply, investors prevent themselves from
participating in the returns the market wants to give them.
Investors go out of their way to make mistakes that keep
them from getting the market return.
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FIGURE 1.2

The first step to moving forward is to rid yourself of the
misconceptions you may have about what works and
become aware of the most common mistakes and avoid
them. That's what this book is about. Recognizing the
mistakes to avoid can dramatically improve your
investment performance, reduce your stress level,
substantially increase the probability you will achieve your
investment goals, and even improve the quality of your life.

Let's begin.

Note

1 “Flipping the bird,” otherwise known as “flipping you
off” and a variety of other things, is a decidedly PG-13
concept. I am assuming you are 13 or that someone older
than 17 gave you the book, and that this is not a concept
you have never heard before or that you will take too
much offense to. Besides, I'm not really flipping you the
bird; the market is. I can't control that.



MISTAKE #1
Market Timing

Boy, do I have an investment for you! It has earned about
10 percent per year over the last 88 years and has gone
straight up. Check it out (see Figure 1.1)!

Now, what if I told you that return was real? More
intriguing is that it is readily available to you. It's just
waiting for you to participate. What is this incredible,
magical investment? Well, it's something you may have
heard of: the stock market.

If you are like most Americans, this sort of return seems
like a dream. Numerous studies attempt to quantify the
returns realized by individual investors relative to the
market as a whole, and their conclusions are the same:
Investors' stock portfolio returns regularly lag behind the
stock market return and typically by a very wide margin.
Market timing is the idea that there are times to be in the
market and times to be out of it. Some people attempt to
“protect” their money by exiting the market when they
sense a downturn coming or load up on high-risk stocks
when they anticipate a recovery.
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FIGURE 1.1
Source: Data from S&P Dow Jones Indices, LLC 2014.

Let's get one thing straight right out of the box. Market
timing doesn't work. It just doesn't. And don't tell me you
don't market time either. Have you ever said or thought
anything like this:

“I have cash on the sidelines, and I am just waiting for
things to settle down.”

“I have a bonus, but I'll wait for a pullback.”

“I'll invest after [insert lame excuse here; some choices:
the election, the new year, the market corrects, the debt
crisis passes, Congress works out the budget, the Lions

win the Super Bowl, or whatever].”

All of that is market timing.

Why would anyone want to get in the way of an investment
that has perpetually produced such fantasticall returns?



Quite simply, it is because the stock market doesn't go up
in a straight line. Drawn as the returns actually happened,
the graph looks like the one shown in Figure 1.2.

That still doesn't look so bad when we look at it from here,
with the full benefit of hindsight. Of course, living through
it is an entirely different matter. Imagine the emotional
turmoil you would have gone through during the Great
Depression, the feeling of inertia and futility you would
have had to endure through the 1970s, or the market panic
during the early part of 2020 (actually, you likely don't need
to imagine that one!). With investing, even a few weeks can
seem like forever, especially when the market is moving
against you.

To be clear, there are many “markets.” The graphs we have
looked at so far represent the Dow Jones Industrial
Average, an index of 30 large U.S. companies with a history
allowing us to go back more than 100 years. Today, the
more common index is the S&P 500, an index of 500 large
U.S. companies, like Microsoft, ExxonMobil, Google,
Procter & Gamble, and Apple. While there are thousands of
stocks, the largest 500 make up about 80 percent of the
entire market. This is because companies like McDonald's,
in the S&P 500, are hundreds of times larger than, say, the
Cheesecake Factory.2



